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~ 
KEY ECONOMIC INDICATORS 


All values in million US$ and end of Exchange Rate: US$1.00= ¥6.72 
calendar year unless otherwise specified 
First _a/ 
Half Percent 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices .8'  10343.9" 6795. 
GNP at constant 1967 prices i* 5701.6" 2962. 
Per capita GNP, current prices ‘ 258.6 328. 
Indices: 1965=100 
243% 285% 
Manufacturing (3/74). : 170.5 168. 
Non-agricultural employment : = 127. 134. 
Average industrial wage (3/74). ; 161. 169. 
Personal Income 8580 N/A 
Employment (thousand workers) 13262 N/A 
Average unemployment rate (percent) (5/73).... j 5. N/A 


MONEY AND PRICES 
Money supply 1213 1333 
Public debt outstanding 2562 3099 3302 
Foreign debt service ratio b/ (percent) | L3uz 10. 
Interest rates c / (percent) ‘ 15,250¢/ 15, 426¢—/ 14. 
Indices: 1965=#100 

Consumer prices _f/ (Manila) 168. 


Nm 
Wh aD oO 


a fFwvor- 
is 
_ 


187.5 230..° 


NW 
NU 


9 
Wholesale prices f/ (Manila) 175.4 218.4 325. 


BALANCE OF PAYMENTS AND TRADE 

Gold and Foreign Exchange Reserves 281.9 876. 
Balance of Payments 94.5 671. 198. 
Balance of Trade (165.2) 240. (128. 
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Exports, FOB 1168.4 1837.2 13ii. 
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496.5 671. 608. 
Imports, FOB 1333.6 1596. 1440. 
U.S. Share 360.4 449, 329. 
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Major imports from the U.S. (6/74): Machinery other than electric, $66.1 million; 

Cereal and cereal preparations, $33.1 million; Base metals, $23.8 million; Transport 
equipment, $22.8 million; Chemical elements and compounds, $19.7 million; Textile fibers, 
$18.8 million; Explosives and miscellaneous chemical materials, $17.4 million; Flectric 
machinery, apparatus and appliances, $15.1 million; Paper and paperboard manufactures, 
$10.2 million. 


Preliminary r Revised 

Cumulative portion of 1974 compared to same portion of 1973(latter figure not shown). 
Excluding CB loans, red clause financing & revolving credits. 

90-day lending rate for prime commercial borrowers. 

Average for March 1973, as proxy for December 1972 

Average for January 1974, as proxy for December 1973. 

Monthly average for the period. 

Increase from June 1973 to June 1974 was 38.5 percent. 

Increase from June 1973 to June 1974 was 67.3 percent. 


Source: Central Bank, National Ce@sus and Statistics Office, National Economic 
and Development Authority. 





Summary : 


Despite mounting inflationary pressures and incipient 
declines in export demand, Philippine GNP showed a 
real growth of five percent during the first half of 
1974 as compared with more than 8 percent for 1973 as 
a whole. To date the impact of world economic 
conditions on the Philippines has been no more severe 
than expected and its timing about as anticipated at 
the end of 1973. 


The economic performance was characterized by rapid 
growth in agriculture, continuing high export earnings, 
and inflation which drove consumer prices in July 41.5 
percent above their level a year ago. Global inflation 
has increased enormously the import bill, while its 
domestic counterpart has reduced the real incomes of 
urban wage earners and depressed the growth of 
manufacturing. The balance of payments showed a January- 
June surplus of $198 million and international reserves 
stood at $1.2 billion. Nevertheless, the outlook is for 


(a) constraints on growth in view of further prospective 
declines in export prices, imported inflation, and 
tighter domestic credit; and (b) increased Government 
intervention to maximize export earnings, moderate 
inflation, increase food production, and add new inputs 
for infrastructural development. 


Although Japan maintained its position as the leading 
exporter to the Philippines, U.S. exports increased at a 
much faster rate and reflected a recovered competitiveness. 
The United States is still the largest market for Philippine 
exports, and U.S. interest in investment in the Philippines 
remains active. A new civil aviation agreement between 

the United States provides for the first significant 
improvement and expansion in many years of trans-Pacific 
passenger and cargo services. The United States and the 
Philippines are discussing a new framework to replace 
Laurel-Langley, as economic and commercial relations 
continue to develop, reflecting the market and natural 
resource potentials the Philippines continues to offer. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


GNP Continues to Grow but at a Slower Rate 


The National Economic and Development Authority (NEDA) 
estimates that GNP showed a real growth of five percent 
during the first half of 1974 as compared with the 8.8 
percent growth rate for all of 1973 reflected in NEDA's 
most recent estimates of 1973 GNP. The first semester 
1974 estimate is significantly lower than the planned 
1974 growth rate of seven percent. The five percent 
growth rate is nevertheless respectable in view of 
inflationary pressures and incipient declines in export 
demand. 


Agriculture, excluding forestry which declined by 48 
percent, expanded by more than 10 percent as compared 
with the first half of 1973. Production of rice for 

the 1973-74 crop year rose to 3.6 million tons on a 
milled basis, 4 percent higher than any previous year 
(1970-71) and 25 percent above 1972-73, Services also 
performed well in part because of tourism, now a major 
dollar earner ($74 million for the first eight months of 
1974). Growth slowed in manufacturing which had to 
contend with higher production costs and rising consumer 
resistance because of inflation. Construction increased 
12 percent despite spiraling price increases and delays 
in government projects as contractors pressed for 


revaluation of project costs and renegotiation of 
contracts, 


The commodity boom carried over into the first half of 
1974, as total exports during the period rose to $1.3 
billion, 52 percent above their level a year earlier. 
Export records were set by sugar, up 65 percent to $307 
million; copper ores and concentrates, up 96 percent to 
$235 million; and coconut oil, up 236 percent to $167 
million. The commodity boom, however, appeared to have 
crested as some major exports -- logs and lumber, copra, 
dessicated coconut, and plywood -- declined. Although 
prices for all major commodity exports except sugar are 
now soft and are expected to remain so for the rest of 
the year, earnings in the second half are expected to be 
about as large as in the first half. 





In the meantime, imports increased at a faster rate 
than exports -- by 118 percent to $1.4 billion, thus 
resulting in a trade deficit of $128 million. Higher 
prices for major imports, most of which are oil- 
dependent or influenced, raised the import bill. 
Imports of semi-processed raw materials soared from 
$137 million to $733 million, and machinery and 
equipment went from $84 million to $159 million. 
Petroleum which cost $90 million in the first half of 
1973 rose to $247 million during the same period in 
1974 and could exceed $600 million for the year, or 
about 20 percent of expected imports of up to $3 
billion. 


Despite the trade deficit, the economy registered an 
overall payments surplus of $198 million in the first 
semester of 1974, thanks to increased receipts from 
tourism and transfer accounts and the deferral of some 
import costs. The Government is currently estimating 
that the overall payments deficit for the year will 
amount to $100 million. As of August 23, 1974, 


international reserves stood at $1,194 million, an 
increase of $318 million or 36 percent above the level 
at the end of 1973. Although the external debt went 
up by 20 percent in the first half of 1974 to $2.8 
billion, the ratio of debt service costs to current 
account earnings moved below 15 percent. 


The Government has continued its impressive performance 
in fiscal management, as receipts increased by 47 
percent and disbursements by 44 percent during the first 
half of 1974. The result for the first half of 1974 was 
an operating surplus of ~1,916 million and a cash balance 
of ~5,690 million, more than half of which, however, 
represents borrowings. Money supply at the end of 
August was 13 percent higher than at the end of December 
last year, but 30 percent higher than one year earlier. 





The inauguration on September 7 of the Pantabangan 
Dam, the largest single infrastructure ever undertaken 
in the Philippines, underlined the Government's 
continued emphasis on economic development. The dam 
will irrigate 77,000 hectares and improve flood 
control; the installation of a 100 megawatt power 
plant is being planned. The dam was partly financed 
with a $34 million IBRD loan. 


The Philippine Government spent an estimated ~7.6 billion on 
economic development in FY 1974, an increase of 111 percent 
over the ~3.6 billion in FY 1973. The estimated 
expenditures of ~7.6 billion represent 53.9 percent of 

the ~14 billion budget for FY 1974. In FY 1975 economic 
development will total ~9.4 billion. The Philippine 
development program will receive upwards of $300 million 

in assistance from members of the Philippine Consultative 
Group. Important project inputs include an $18 million 

AID loan for rural electrification signed in July, and 

a $51.3 million ADB loan signed in August for the improve- 
ment and expansion of the Manila water supply system. 


Inflation and Government Policies 


The third successive semester of relatively strong 
performance of the economy was achieved despite inflation, 
which drove consumer prices in July 1974 41.5 percent 
above their level a year ago and reduced the real incomes 
of urban workers. The consumer index rose 4.5 points in 
August (260.3 to 264.8 with 1965 as base), reflecting a 
moderation of the rate of inflation which has begun to 
show somewhat later than expected. 


The Government sought to follow a middle course to check 
inflation by mopping up excess liquity and stimulating 
production which would help stabilize prices in the long 

run. The Central Bank floated additional Central Bank 
Certificates of Indebtedness (CBCIs). Sales of CBCIs 
amounted to ~1,137 million during the first six months, 

and CBCIs outstanding at the end of June reached 73,386 
million. Nevertheless, overall monetary liquidity increased, 
in part because of the use of some of the CBCI funds to 
support agricultural credit programs. 





In stimulating food production, the Government took a 
number of new steps under its Masagana 99 program, but 
its most novel and challenging measure was General 
Order No. 47 of May 27, 1974 which required large 
corporations to subsidize rice to their employees by 
either importing or making arrangements to produce 
rice. 


Considerable wage restraint proved possible as the 
Government sought to preserve this competitive invest- 
ment incentive for the Philippines. Price controls 
("socialized pricing") were placed on 15 vital consumer 
commodities, and subsidies were given for steel and 
fertilizer. In February, the Government recommended 

to private employers a ~50 monthly emergency allowance 
which it finally made mandatory by decree in July. At 
the same time it announced a 10 percent salary increase 
for central government employees, thus putting pressure 
on employers to do likewise. Pressures for further 
increases in wages are now rising, and it is probable 
that the Government will support further wage changes in 
the next 6-8 months unless the rate of inflation 
greatly diminishes. 


Other Government Actions 


The Government has also begun to play a more active role 
in other sectors of the economy in response to declining 
export demand and prices for coconut products and plywood. 
For copra and coconut oil, the Government initially 
issued an export ban but quickly had to rescind it in 
favor of floor prices which, in turn, were eliminated as 
domestic stocks mounted and producer prices fell. Copra 
and coconut oil prices have now steadied, partly as a 
result of tightened soy bean supplies in the U.S., but 
they are substantially below previous floor prices. 





Plywood manufacturers, along with other wood product 
producers, were hard hit by the drastic decline in 
housing starts in the United States and weakened demand 
in Japan. The Government has offered to purchase 
plywood inventories on condition producers re-employ 
the 5,000 plus workers idled since early August. 
Subsequently, the export tax was rescinded as a partial 
demand booster. Exports of logs, which mainly go to 
Japan, are down considerably and so are their prices. 
Plywood will continue to be depressed, but logs somewhat 
less so. 


The Government has taken far-reaching steps into management 
of the sugar trade. Although it has continued to fill 

at its own measured pace its assigned share of the U.S. 
Sugar quota and shortfall entitlements, the Philippines 

has declined an additional allocation. Through the 
Philippine National Bank, the Government holds a growing 
reserve which has been increasing in value; export 


portions of this stock are partially committed to Japan. 
One major aim of Government policy is to develop Japan 

as a market for Philippine sugar, and plans are now under 
way to construct five new sugar mills. Expanded 
production would not likely make any market impact until 
1976-77. 


The increasing tendency of the Government to intervene 
in various sectors of business has made businessmen 
uneasy. President Marcos, in a major speech to the 
Philippine Chamber of Industries on August 16, sought to 
allay these fears and denied that the Government was 
going to take over international trade. 


Foreign Investment 


Foreign interest in investment in the Philippines 
continues to be high. For the first time, the Japanese 
outinvested Americans in equity participation in the 
mid-year report of the Board of Investments. Japanese 
nationals put in ~234 million or about 42 percent of total 





foreign equity of ~568 million. The BOI review of 
equity investment was in the form of foreigners' 
subscribed capital stock and covers all BOI laws. 
Americans contributed ~153 million or 27 percent, and 
were followed by Canadians with 63 million, 
Australians with ~41 million, and Chinese with 25 
million. 


The major prospective Japanese entry was Kawasaki 

Steel which signed a letter of intent for a five 

million ton iron ore sintering plant in Northern 
Mindanao. The plant would cost ~1.5 billion. Resource 
industries such as mining, forestry and agriculture 
attracted Japanese attention. Mining or mineral 
projects were also the favorite of others. ALUSUISSE 

of Switzerland signed a joint venture in September with 
Republic Bauxite Mining to develop the latter's property 
in Samar, At the same time Commonwealth Aluminum of 
Australia (COMALCO) proposed a $630 million mill to 
process Australian bauxite in Mindanao to be established 
by a consortium of three U.S., two Japanese, one Dutch 
and another Australian company which COMALCO is forming. 


The Government is continuing its campaign to induce 
foreign investments, but is seeking new investments 
primarily from Asia and Europe. President Marcos himself 
has made appeals to visiting Chinese groups, and Cabinet 
Secretaries have participated in investment seminars in 
Tokyo, Osaka and Paris. The Japanese probably will 
continue to be the leading new investors, followed by 
Americans and Australians with some additional inputs 
from Europe. 


Constraints on Growth 
Constraints on growth appear likely in view of declining 


export prices, imported inflation, and tighter domestic 
credit. 





The slowdown in the U.S. and Japanese economies is 
affecting demand for all Philippine exports except 
sugar. Import costs will continue to go up, 
particularly in view of the recent OPEC decision to 
increase taxes on petroleum. On the other hand, the 
Government will be obtaining oil from the Peoples 
Republic of China and is also seeking to open up new 
markets in other socialist countries. The Government 
is trying to maximize earnings from tourism and 
increase personal remittances. Further, rising 

banana shipments and the introduction of nickel exports 
from the new Marinduque mine on Nonoc Island will help 
earn additional foreign exchange. 


The trade surplus of $241 million in 1973, however, is 
expected to turn into a large deficit, perhaps up to 
$400 million in 1974. The Government will probably 
increase foreign borrowings by up to $1 billion during 
1974. Fortunately, the economy's capacity to service 
foreign debts has doubled during the past two years, 
and the Central Bank has established effective controls 
and has restructured most foreign debts on a long-term 
basis. 


The rise in prices of petroleum, capital goods, and 
semi-processed raw materials is hindering manufacturing, 
as is the Government's policy of keeping down price 
increases on selected consumer goods. On the other 

hand, the Government's continued priority on agricultural 
development should result in improved food production and 
moderation of increases in food prices. Moreover, the 
beginning of production of some major projects, such as 
the General Motors transmission plant and the Marinduque 
nickel mine, will promote continued growth of the economy. 


Inflationary pressures appear to be slackening, but 
demand pressure probably will come from the Government 
which holds a cash balance of over ~6 billion and which 
expects to increase spending on a variety of construction 
projects. The Government's policy of pressing forward 





with development is widely recognized to carry the 
danger of overfueling the economy with consequent 
inflationary and balance of payments pressures. 


IMPLICATIONS FOR THE UNITED STATES 


The End of Laurel-Langley 


The Laurel-Langley Agreement expired on July 3, 1974, 
thus officially marking the end of the preferential 
relationship which the Philippines and the United 

States enjoyed with each other. The termination of 

the agreement took place with no noticeable effects on 
the overall economic relations, partly because it had 
been cushioned by acts of anticipation by both countries 
but primarily because rising prices appeared to be 
influencing trade more than the loss of preferences. 

The end of U.S. preferences for Philippine exports, which 
occurred on December 31, 1973, went virtually unnoticed 
in the glow of the commodity export boom. U.S. firms 
involved in the exploitation of Philippine natural 
resources had earlier taken steps to reduce equity to the 
maximum 40 percent permitted to foreigners. With regard 
to U.S. holdings and leases of land, President Marcos 
issued a decree promulgating a one-year moratorium, until 
May 27, 1975, on government action concerning such lands. 


Discussions on a new agreement to govern economic and 
commercial relations in the post Laurel-Langley era 
were held in Manila from July 5 to July 15 on the 
technical level. The two technical panels identified 
important trade, investment and related issues, and 
exchanged views and reactions on a new agreement on the 
basis of drafts submitted by each side. Further 
discussions are awaiting action by the U.S. Congress on 





the Trade Reform Act, which the Philippines hope will 
enable the United States to provide trade concessions 

to the Philippines despite the failure of the present 
form of the U.S. Generalized System of Preferences to 
include existing major Philippine exports to the 

United States. In the meantime, U.S. businessmen - 
supported by the Embassy - and the Philippine authorities 
are grappling with unresolved transitional issues such 

as land ownership, leases of public lands, and the 
applicability of restrictive retail trade legislation. 


The lack of a formal agreement is not expected to 
impede the growth of economic and commercial relations. 
The Philippine attitude is reflected in President 
Marcos's recent observation that Filipinos and 
Americans are used to and trust each other -- "These 
are things that do not go into treaties, but they do 
exist.'' Above all, there are enormous and mutually 
beneficial advantages in trade and investment. The 
United States depends on the Philippines for a large 
supply of sugar and almost all of its coconut oil. 
Despite the entry of Japan as the other major market 
for the Philippines, the United States continues to be 
of primary importance for traditional Philippine 
exports and will be ga major market for new 
manufactures from the growing Philippine industry. 
From 1970 to 1973 Philippine exports to the United 
States totalled $1.7 billion, while exports to Japan 
were $1.4 billion. Exports during the first half of 
1974 were $609 million to the United States and $446 
million to Japan. 


Similarly, the continued and growing importance of 
trans-Pacific air traffic through the Philippines 

helped to stimulate a new US/Philippine civil air 
agreement in August for the improvement and expansion 

of services between the United States and the Philippines. 





Philippine Airlines will expand its DC-10 services to 
daily flights by April 1975, while Pan American and 
Northwest Airlines will each increase their 747 
services to four flights a week. Pan American will be 
able to fly Manila-Hong Kong without local rights. 

PAL acquires the option to initiate three weekly 

cargo flights over its existing route to the United 
States. Another agreement on civil aviation broadening 
service still further may be negotiated in the near 
future. 


Trade and Investment Opportunities 


U.S. exports to the Philippines performed strongly 
during the first half of 1974, rising to $329 million 
as compared with $177 million for the same period in 
1973. This good performance reflected a recovered 
competitiveness for U.S. goods and the growing 
requirements of a developing Philippine economy. In 
comparison, Japanese exports amounted to $389 million 
and $227 million for the same periods. 


Machinery other than electric continues to be the 

major U.S. export category, totalling $66 million. 
Potential incremental sales lie in heavy duty 
construction, earthmoving and mining equipment; electric 
generating and transmission equipment; food processing 
and packaging equipment; materials handling equipment ; 
and metalworking and finishing machinery. 


The potential for these categories arises from 

expanding Government expenditures on infrastructure, 
particularly roads and harbors; and private investments 
in mining, construction, and industry. The market for 
logging and wood-processing equipment, now depressed, is 
certain to resume importance when external demand for 
logs, lumber and plywood revives. The Government's self- 
reliance defense program also offers sales possibilities 





for a growing identified range of machinery and equip- 
ment. Agricultural products are expected to continue 
to be significant U.S. exports to the Philippines. 

The dollar value of wheat exports is increasing, 
although the quantity exportedhas gone down. The 
slowdown in textiles and current large inventories of 
cotton, however, will reduce cotton demand in 1974-75. 


While as indicated earlier the extent of Government 
intervention in certain activities such as sugar trade 
remains undefined, the investment climate continues to 
be favorable, as the Government has succeeded in 
providing improved and stable administration, and in 
continuing its effective management of the economy. 
The Government continues to emphasize its receptivity 
to investments in textiles, electronics, shoe making 
and other export-oriented and labor-intensive 
industries. Among the attractive possibilities 
because of availability of raw materials and skilled 
labor are blast furnace, copper smelting, shipbuilding, 
pulp and paper, hotels and other tourism projects. 
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